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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 
1984 1985 1986 1987 1988 % CHANGE 


est. proj. 1985/86 
Domestic Economy 


Population (millions) 5 
Population growth (%) 3 
GDP in current dols 1,589 
Per capita GDP, 
current dols 264 $273 $337 $350 $350 23,4 
GDP in local currency, DSS 9.7 6.8 N/A N/A 
% chg 
Consumer Price Index 5.5 ey ivi 0 N/A 
3 chg 
Production and Employment 
Labor force (1,000s) N/A 2,437 (1978 est, latest avail.) 
Unemployment (avg % for 
year N/A N/A N/A N/A N/A N/A 
Industrial Production % 18.7 12.4 N/A N/A N/A N/A 
change (1984 base) 
Govt operating surplus -0.4 +0.4 +0.5* N/A N/A 0. 
or deficit as % of GDP 
Government Finance and Money Supply 
Government Revenues 167 189 243 N/A N/A 
Government Expenditures 174 181 236 N/A N/A 
Money Supply (M1) 133 143 196 N/A N/A 
Balance of Payments 
**x*x Exports (F.O.B.) 442.6 128.3 363.0 347.7 256.8 
*x*x* Tmports (F.O.B.) LOT 6D 2230 BZHrews. SOs se" S2ieo 
*** Trade Balance —-54.9 -94.7 -93.5 -159.7 -171.3 
**kk Current account bal. ~-41.6 ~-65.2 -61.1 =-134.1 -151.7 
Foreign direct investment (new) N/A N/A N/A N/A N/A 
Foreign debt (year end) 282.3 337.1 413.5* N/A N/A 
*x*x*k debt-service paid 9.9 10.6 15.1* N/A N/A 
debt-service owed -0- -0- -0- N/A N/A 
debt-service ratio as % 6.9 7.8 8.2 N/A N/A 
of merchandise exports 
For. exchg. reserves 
(yr end) 106 97.0 155.4 W/A N/A 
Average exchg rate 100.17 101.26 67.64 81.56 81.0* 
for (RWF to 1 U.S. $) 
Foreign Investment 
Total (cumulative) N/A N/A N/A N/A N/A 
U.S. (cumulative) 4.0 4.0 N/A N/A N/A 
U.S. share N/A N/A N/A N/A N/A 
- Rwandan Trade (000 dollars) 
U.S. exports to Rwanda 8,953 5,703 4,312 N/A N/A 
USS. Imports fr Rw 
kets) VigGleo: Hew Rise 7 N/A N/A 
Trade balance 8,772 -1,078 -7,115 N/A N/A 
U.S. share of Rw 


° 


exports (%) 6.4 9 4.0 N/a N/A 
U.S. share of Rw 


imports (%) j 6.7 3.7 N/A N/A 
U.S. bilateral aid 
economic** N/A 18,200 6,200 6,400 6,00 
military N/A 60 800 100 N/A 
Principal U.S. export (1986): Used clothing 
Principal U.S. imports (1986): Tea, coffee, pyrethrum 
xestimates **does not incl. PL 480, centrally-funded projects 
Sources: Rwandan National Bank *** Changes calculated in Rwandan francs 


09 el 6.6 6.8 3u3 
-7 7 3.7 3.7 
1,66 2,12 N/A N/A 10.5 





SUMMARY 


Buffeted by low world coffee prices and the falling U.S. dollar, the 
Rwandan economy took a decided turn for the worse this year. One of 
the world's poorest countries, with a per capita income of $270 per 
year, Rwanda's enviable economic stability, characterized by low 
inflation, a modest internal and external government debt, 
considerable foreign exchange reserves and near balanced budgets, is 
deteriorating in the face of large shortfalls in foreign exchange 
earnings and fiscal receipts. 


The coffee crisis has developed against the background of increasing 
government emphasis on the agricultural sector, where 90 percent of 
the population of 6.5 million is engaged in small-scale farming. 
Nineteen eighty-seven was declared the year of "food 
self-sufficiency", an elusive goal as nearly all arable land is 
already under cultivation. The government has acted to decisively 
discourage food imports and has experimented with legislated 
agricultural prices in the hopes of spurring local production. 


In response to the coffee crisis, the Rwandan Government has 
accelerated economic reform efforts and imposed greater budget 
austerity. A new investment code has been adopted, tariff rates 
revised, and approaches made to the international donor community to 
increase the current assistance portfolio of about $180 million per 
year. New ministers have been named at the Ministries of Finance 
and the Economy, and Industry and Handicrafts. In contrast to 

1 year ago, there is widespread consideration of a devaluation of 
the Rwandan franc by as much as 25 percent. Import licenses from 
the National Bank of Rwanda are now more difficult to obtain, as the 


Bank attempts to close the trade deficit, expected to reach $160 
million this year. 


The government has announced the availability for sale of its $9 
million tin foundry, idle since the 1985 collapse of the local tin 
mining company. Other direct foreign investment opportunities may 
become available as the large public sector is trimmed of 
unprofitable parastatals. 


A further tightening of the national import regime, coupled with the 
possibility of a devaluation, makes the prospects for U.S. exports 
to Rwanda dim. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


AGRICULTURE 


Rwanda has traditionally been among the few African countries that 
meet their food needs primarily through local production. More than 
90 percent of Rwanda's population of 6.5 million is engaged in 
subsistence farming, with an average farm size of less than 2 1/2 
acres. Virtually all arable land is already under cultivation, with 
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the exception of the two national parks, which provide important 
tourism revenue. The government maintains an agricultural research 
center to help meet future food needs through improved technology. 
Also, the Ministry of Agriculture receives about 32 percent of total 
donor assistance and administers 100 donor projects. 


President Habyarimana declared 1987 the year of "food 
self-sufficiency" and has placed great emphasis on increasing food 
production through a program of higher prices to growers. 
Unfortunately, this program has been poorly implemented, with prices 
arbitrarily set in Kigali that were sometimes twice the market 
clearing price. The government has few means to enforce the 
application of these prices in the many small rural markets. 
Moreover, recent studies have shown, for instance, that the average 
farmer is actually a net purchaser of beans, a staple of the 
national diet, thus calling into question the transfer of resources 
to farmers as a secondary aspect of the price control program. 


The government has decided to eliminate all food aid programs that 
undermine local production efforts. Only in case of a national 
emergency will such programs be allowed to resume importation and 
distribution of food. 


Rwanda's export base is also agricultural: over 500,000 farmers grow 
the coffee crop that in 1986 accounted for over 85 percent of total 
export earnings. Tea is a secondary source of foreign exchange. 
Both commodities have suffered in 1987 with dramatically lower world 
market prices than 1 year ago. Coffee has posed a particularly 
acute problem, as the government's determination to maintain a 
payment of 125 Rwandan francs (FRw) per kilo of green coffee (about 
$1.60) to farmers will require a large diversion of budgetary 
resources, so long as the world price remains below $1.50 per pound. 


Agricultural production figures remain good in 1987 due to favorable 
weather conditions. 


INDUSTRY 


Rwanda's small industrial sector is characterized by high tariff 
protection and low-value-added production. The further development 
of this sector is hampered by the small size of the national 

market. Nevertheless, the government is conscious of the necessity 
to increase off-farm employment possibilities, which lag far behind 
the annual growth in the labor force. Various policy reforms have 
been undertaken to improve the business and industrial climate, 
including the elimination of export tariffs (except for coffee), and 
a new investment code for national and foreign investors. 





-5- 


A sharp drop in export earnings due to the depressed coffee market 
has prompted consideration of what many outside observers believe is 
the most essential reform: a devaluation of the Rwandan franc by at 
least 25 percent. Critics claim that this action would only hurt 
the nascent industrial sector with its high import content, and push 
prices up sharply for urban consumers. Advocates counter that such 
high import content manufacturing must be curbed to lay a solid 
export-oriented base, and that the urban consumer should not be 
favored over the much larger rural population whose import 
consumption is low. 


Rwanda is a member of the Economic Community of the Great Lakes 
States, and has traditionally counted neighboring regions as an 
unofficial part of the national economy. However, the viability of 
regional economic integration for Rwanda has been dealt a number of 
blows in recent months, including the 1986 victory of the National 
Resistance Army (NRA) in Kampala which reintegrated southern Uganda 
into the Ugandan economy, and the steady depreciation of the 


currencies of neighboring Zaire and Burundi while the Rwandan franc 
remains overvalued, 


TRANS PORT 


Most of Rwanda's imports and exports pass over a 1000+ mile road to 
the Kenyan port of Mombasa, or the Tanzanian port of Dar es Salaam. 


Rwanda has no railways. Periodic blockages of these routes due to 
political or weather conditions prompted the government to purchase 
in 1978 a cargo Boeing 707 aircraft, which now flies primarily to 
Europe. Because of its geographic isolation, CIF import costs are 
typically 30 percent higher than FOB costs for Rwanda. 


In contrast, the country has an extensive and well-maintained 
network of paved roads within its borders, with several new projects 
under way. Kigali is linked to eight of the nine outlying 
prefectural capitals by a paved road. Kigali has direct air links 
with Brussels, Paris, Moscow, Kampala, Nairobi, Dar es Salaam, 
Bujumbura, Addis Ababa, and Luanda. Routes to Kinshasa and Douala 
are projected. 


COMMUNICATIONS 


In February 1987, the Ministry of Transport and Communications 
launched a new automated telephone system, permitting for the first 
time "direct dial" to Europe, North America, and East African 
capitals. Internal calls between Kigali and the prefectures are now 
also automated. The cost of international dialing has been halved. 
Telex facilities are available. Rwanda has no television, and few 
printed journals; radio is the most popular medium. 





GOVERNMENT FINANCE 


Rwanda's 1987 ordinary (recurrent) budget was scaled back by 5 
percent midway through the year due to the unexpectedly large 
shortfall in coffee revenues. The revised 1987 budget calls for 
expenditures of 22.4 billion FRw (about $287 million). Even with 
the downward adjustment from the original expenditure figures, the 
government still expects to end the year with a budget deficit 
roughly equal to 4 percent of expenditures. 


One-half of the total budgetary increase since 1983 has been devoted 
to servicing and retiring the government's internal and external 
debt, which remains low by African standards. (Rwanda's debt 
service to exports ratio, for example, is only 8.2 percent.) 
Resources for the Ministries of Primary and Secondary Education, 
Finance and the Economy (largely for debt servicing), and National 
Defense represent over 50 percent of total outlays. 


On the revenue side, import and export tariffs, consumption taxes on 
beer and cigarettes, and a business tax which skims between 2 and 6 
percent from gross revenues on all manufacturing, sales, and service 
transactions are the chief sources of government income. It is 
important to note as well the significance of foreign assistance of 
the Rwandan economy. The government maintains a separate 
development budget which represents Rwandan matching funds to 
donor-financed projects. In 1987, over $150 million in foreign 
economic assistance was matci:ed by $50 million from the Rwandan 
government to support 86 development projects. 


BALANCE OF TRADE 


The Rwandan trade deficit, steady at about $100 million for several 
years, should rise sharply in 1987 due to the unfavorable world 
coffee market. As noted above, Rwanda's export receipts are overly 
dependent on coffee, which now accounts for over 85 percent of total 
receipts. This dependence has been exacerbated in recent years by 
poor pertormance in the tea and mining sectors. Exports currently 
cover “8 percent of imports. 


The government has instituted an import management program, designed 
to better control the issuance of import licenses and utilization of 
foreign exchange reserves, which have so far remained equal to 

6 months' worth of imports. Concern has grown throughout 1987 over 
the persistent trade deficit, and the Rwandan National Bank has 
become more parsimonious in its granting of licenses. A companion 
program to encourage exports is envisioned, although the export 
potential of rwanda is limited in part by the strength of the 
national crrrency relative to neighboring currencies. 


The government complains that fraudulent over-invoicing of imports 
amounts to $300 million per year. To fight this problem, Rwanda 
utilizes the services of a Swiss pre-inspection company, the Societe 
Generale de Surveillance (SGS). 





LABOR 


Labor force growth far outstrips the Rwandan economy's capacity to 
generate new jobs. No reliable statistics on unemployment are 
available; however, the Ministry of Labor (Function Publique) 
estimates that of the 75,000 entrants to the labor force each year, 
fewer than 10 percent are able to find formal employment. 


The Ministry of Labor is responsible for matching advertised 
employment vacancies with suitable candidates. In practice, 
however, individual firms are not prevented from hiring their 
preferred candidates within the bureaucratic framework established 
by the ministry. The employment of expatriates is neither 
prohibited nor discouraged, although it is expected that qualified 
Rwandans will be selected before others. 


The government is in the process of establishing a national trade 
union movement, CESTRAR, which will be affiliated with the country's 
sole political party, the National Revolutionary Movement for 
Development (MRND). Membership will be automatic for all workers, 
but many remain confused about the union's goals. Strikes are legal 
in Rwanda, but would only be carried out with the blessing of the 
CESTRAR central committee, in effect, the government. 


BANKING SYSTEM 


There are three commercial banks operating in Rwanda, all tightly 
controlled by the Rwandan National Bank (BNR). Interest rate 
ceilings were recently lowered from 14 to 12 percent in response to 
excess liquidity in the banking system. Loan levels and approvals 
are generally the province of the BNR. 


In addition, the Rwandan Development Bank (BRD), a public 
institution, offers perferential interest rates for projects with a 
clear development impact. The BRD is working to establish new 
procedures and a special fund to support small and medium-scale 
private enterprises here. The Popular Banks (Banque Populaire) are 
located in virtually every commune, and act as small savings and 
loan institutions for the rural population. The government's Caisse 
d'Epargne has targeted larger clients and makes loans primarily for 
property improvement and home construction. Non-performing loans 


and poor collection have plagued both the BRD and Caisse d'Epargne 
in recent years. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Commercial relations between Rwanda and the United States remain 
limited, largely due to the orientation of Rwandan business toward 
traditional] European and East African suppliers, as well as the 
prohibitive transportation costs associated with U.S. -origin 
goods. The United States was previously the principal purchaser of 
Rwanda's coffee, although market vagueries reduced this trade to 
rirtually nothing in 1986. The major U.S. export to Rwanda remains 
used clothing; 1 Rwandan retailers have developed solid 

U.s. suppliers over recent years. 


BEST COPY AVAILABLE 





—-8- 


Rwanda will continue to devote considerable resources to the 
purchase of heavy equipment, light industrial machinery, 
construction materials, vehicles, and other basic goods. There is a 
small but growing demand for computer equipment. However, the 
likely effects of the current balance of payments and national 
budget crisis--government austerity, reduced import licenses, and 
possibly a devaluation--make pospects for increased U.S. exports to 
Rwanda dim. The 1986 depreciation of the value of the dollar has 
had no appreciable impact on Rwandan-U.S. commercial relations. 


The Rwandan Government encourages foreign investment and has 
provided generous tariff protection to industries that have a 
potential for import substitution. The Fourth Economic and Social 
Development Plan (1987-91) will also emphasize export promotion. 
Unfortunately, bureaucratic inefficiency and a regulatory tradition 
tend to negate the rhetorical support for new investment. The 


Ministry of Industry and Handicrafts maintains a list of potential 
investment projects. 


The government has recently announced the availability for sale of 
its $9 million tin foundry near Kigali, completed in 1982 but idle 
Since the 1985 collapse of the local tin mining company, SOMIRWA. 
With increasing pressure on the national budget due to the coffee 
crisis, other parastatal enterprises may be put up for sale, or at 
least opened to foreign participation. 


U.S. firms already established in the larger East African markets 


may find Rwanda a profitable yet marginal addition to their existing 
sales or production activities. 





